International 
Marketing Information 
Series 


44, 
“wy 


Foreign Economic Trends 
and Their Implications 
for the United States 


SEPTEMBER 1987 
PEOPLE'S REPUBLIC OF CHINA 


FET 87-68 
Frequency: Annual 
Supersedes: 86-88 


PREPARED BY 
AMERICAN EMBASSY BEIJING 


nT OF o 
' Ww 


at 
tad 


‘sr 
tte 


States OF ’ 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription trom the Superintendent of Documents. GPO. Washington, D.C. 20402. Annual subscrip- 
tion, $49.00. Foreign mailing $13.25 additional. Single copies, $1.00, availabie trom Publications Sales Branch, 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





PEOPLE'S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS 1/ 


(In millions of U.S. dollars unless noted) 
1987 
1985 1986 Projections 
Domestic Economy 


Population (millions) 1,046 1,060 1,074 
Population Growth (%) hice Leo re 
GNP in million current dollars 2/ 278,204 271,098 288,100 
Per capita GNP, current dollars ~ 265 259 254 
GNP in million current yuan 817,922 938,000 1,068,851 
Real GNP % change 3/ 1 2S 
Real per capita income increase % change ES. 7 
General Retail Price (CPI) % change 8.8 
Urban Cost-of-Living % change 9 
Rural General Retail % change 120 


Production and Employment 
Labor force (millions) 485.5 493 50S 
Official unemployment (avg. % for year) Zz. 2.0 2.0 
Industrial production, million current yuan 876,000 1,115,000 1,264,633 
Real industrial production % change 18.0 i 7.0 


Govt. oper. surplus {or deficit) as % of GNP 0.5 Che 7) (2.0) 


Balance of Payments 
PRC Exports (FOB) 4/ 26,500 31,000 35,000 


PRC Imports (CIF) ~ 40,200 42,900 40,000 
Trade Balance -13,700 -11,900 -5,000 
Current-Account Balance -9,000 -8,000 -1,500 
Foreign direct investment (approved, new) 5/ 6,330 3,308 2,000 
Foreign debt, year end (estimated) 19,900 27,600 34,100 
Debt-service paid (estimated) 2,000 2,700 3,380 
Debt-service owed (estimated) 2,000 2,700 3,380 
Debt-service ratio as % of 
merchandise exports (estimated) Tso 9.0 10.0 
Foreign exchange reserves (year end) 11,900 10,500 11,000 
Average exchange rate for year Ze98 3.46 373 
(X Yuan = US$1.00) 


Foreign Investment 
Total (cumulative, approved) 5/ 16,200 19,100 


U.S. share (cumulative, approved) 5/ 2,100 2,700 2,900 
U.S. share (%) £2.9 14.1 ise? 


21,100 


-S.-China Trade 6/ 

U.S. exports to China (FAS) 3,852 3100 2,800 
U.S. imports from China (CIF) 4,224 5,240 6,000 
Trade Balance -372 -2,130 -3,200 
U.S. Share of Chinese Exports (%) L529 16.9 17.8 

U.S. Share of Chinese Imports (%) 9.6 Vea 6.7 


Sources: The 1986 State Statistical Bureau (SSB) Yearbook, the 1987 SSB 
Statistical Communique on 1986 Economic Performance, IMF International 


Financial Statistics, U.S. Government trade data and Embassy economic 
forecasts. 


Notes: 

T7 AIl yuan are current yuan for the years given. U.S. dollar values are 
based on average exchange rates for the years given. Declining U.S. dollar 
values reflect periodic Chinese devaluation of the yuan. 

2/ China reported GDP in 1985 and GNP in 1986. GNP entries for 1985 are 
Embassy estimates. 

3/ Percent changes are adjusted for inflation. 

4/ Chinese total trade data is based on official Chinese Customs data. 

3/ Except for 1987 projections, data are based on official Chinese sources. 

6/ U.S.-China bilateral trade is based on U.S. Government data. 





SUMMARY (1/) 


China's economic policy was dominated in 1986 by efforts to stabilize 
aggregate domestic demand and control imports» investments 1nflation 
and foreign exchange. In this environment, price and market reform 
Slowed, while industrial management and labor reforms continued, 


with some success. China began limited financial and capital market 
reforms. 


China's GNP grew 7.8 percent in 1986. Industrial growth, weak early 
in 1986, strengthened as State controls on credit and growth relaxed. 
Output rose 11.1 percent for industry and 3.5 percent for 
agriculture. China's collective and private sectors grew fastest. 

On the minus side, enterprise profits declined, and the State budget 
deficit reached an all-time high. Goods and materials shortages 
persisted, as did energy and transport problems. The Consumer Price 


Index rose 6 percent in 1986, compared to an 8.8 percent rise in 
1985. 


China regained some control over 1986 domestic investment, following 
its 1985 spending spree, but consumer spending remained high. New 
enterprise and bank credit ceilings slowed growth in the money 
supply, but tight credit caused business downturns and enterprise 
cashflow problems. China later relieved the pressure on enterprises 


and the budget by relaxing credit, but new wage hikes, high 
investment, and consumer spending rekindled inflationary tendencies. 


China's total foreign trade grew 5 percent in 1986. Imports rose 
only 1.2 percent, while exports grew a brisk 13.1 percent. China's 
trade deficit narrowed somewhat, to $11.9 billion. U.S.-China trade 
relations were affected in 1986 as China's textiles and apparel 
exports to the United States climbed 63 percent, despite Chinese 
promises to maintain orderly growth in those sensitive export 
categories. Bilateral trade reached $8.35 billion in 1986, u 
slightly from 1985. The U.S. bilateral deficit was $2.13 billion. 


China seeks to finance imports principally through exports, but uses 
direct foreign investment and, increasingly, debt to sustain priority 
import needs. China slowed 1986 foreign exchange outflows with 
strict foreign exchange and import controls. Reserves shrank 

12 percent in 1986. External debt grew 39 percent. Tight controls 
kept first quarter 1987 imports below first quarter 1986 levels. 

U.S. export prospects in computers, telecommunications, energy, 
electronic instruments, machinery, transport, and packaging 

equipment are good. 


Foreign investment approvals, which slowed in 1986, continue to slow 
in 1987. Foreign investors in China still face problems with complex 


1/ Unless otherwise noted, all percentages are in real terms and 
compare the same periods in a given year and the previous year. 





sails 


procedures, lengthy negotiations, murky regulations, restrictive 
foreign exchange policy, high business costs, and lack of control 
over local personnel. In 1986, China tried to address these 
problems with new foreign investment regulations. Some investors, 
mostly in the advanced technology and export sectors that the 
regulations favor, have tentatively expressed satisfaction with 
improvements in the investment climate. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Reform in 1986 

Enterprise deficits, low product quality, excessive expansion in 
investment and credit, and inflation in 1985 forced a cautious 
approach to reform in 1986. Price reforms were on hold until late 
1986, when China allowed limited price freeing for some consumer 
goods. China made only minor adjustments to skewed internal price 
systems. It released some additional energy resources and 


intermediates for market sales and slightly reduced in-plan 
production quotas. 


China promoted industrial reform in 1986, experimenting with new 
management systems in factories. Reform stressed financial 
accountability, enterprise autonomy, more factory manager authority, 
and less party interference in factory operations. "Guided" (versus 
mandated) production planning was expanded. Labor reform introduced 
worker contract systems and experimental labor markets in selected 
cities. China expanded leasing experiments which permit private 


individuals and collectives to operate some State enterprises for 
profit. 


Industrial reform was more successful in locally run enterprises 
than in large State enterprises, still largely under mandated 
planning. Moves to curb Party influence in factories were resisted. 
Counterfeiting, smuggling, price gouging and other economic crimes 
linked to decentralization grew. China is proceeding cautiously 
with price, market and other structural economic reforms in 1987. 


1986 Industrial Performance 

China moderated the pace of industrial growth in 1986. Alarmed by 
overly rapid growth in 1985, China administratively reined in an 
overstimulated industrial sector. Slower but still strong 1986 
growth was ensured by further tightening State controls on credit, 
fixed asset investment, prices and out-of-plan sales. The 
January-June 1986 industrial growth rate, the slowest since 1982, 


eased energy, raw materials and transport shortages, and helped 
moderate inflation. 


However, slower growth also exacerbated existing problems: 
enterprise profits declined, subsidies increased, State budget 
deficits worsened, productivity growth slowed and inventories grew. 
By June, China had to relax its administrative grip on working 
capital loans, a root cause of serious 1986 enterprise cash flow 





proklems. Deficits would have been even larger had not credit 
conditions substantially loosened after mid-year. Industrial growth 
rates immediately began climbing: third and fourth quarter growth 
rates were about 9 percent and 16 percent, respectively. By year 
end, China again faced potential problems with excessive growth. 


Industrial growth rates, although down slightly in January-March 
1987, still exceeded State plan targets. 


The Gross Value of Industrial Output (GVIO) (1,115.7 billion yuan) 


grew 11.1 percent in 1986, 9.2 percent excluding rural industries, 
slightly over plan. 2/ 


Growth heavily favored collective and private enterprises, sectors 
that central planners affect least. Collective industrial output 
rose 16.7 percent, while State industrial output grew 6.2 percent. 
Output for individual industries, a small but growing sector, rose 
60.6 percent. The dynamic village run industry sector grew 

28.5 percent, faster than nonrural industry. Light and heavy 
industry each had about nalf of total GVIO growth. Total heavy 
industry output (583.3 billion yuan) grew 9.6 percent in 1986. 

Ninety of China's 100 major industries met or surpassed 1986 plan 
targets. Higher energy and raw materials production and more 
controlled demand eased intermediates shortfalls in 1986. Greatest 
growth, ranging 11-27 percent, was for iron, steel, plate glass, 
power generating equipment and cement. Pesticides, fertilizer and 
chemicals, very weak sectors in 1985, grew 7-12 percent in 1986. 
Computers, machine tools, motor vehicles, tractors and ship building, 
formerly high growth sectors, headed the list of industries that did 
poorly in 1986, declining 6-30 percent. Some senior Chinese leaders, 
concerned about heavy industry's declining asset base, called for 
massive infusions of capital to revitalize the sector. 


China promoted light industrial development in 1986, but kept the 
sector on a relatively tight rein in an attempt to prevent a 
resurgence of the rapid growth of recent years. Light industry 
output (532.4 billion yuan) rose 12.7 percent, compared to 

18.1 percent in 1985. Better-controlled growth improved the mix of 
light industrial and consumer goods, improved quality for popular 
consumer goods and reduced output of some low-demand items. Top 
performers, up 20-50 percent, were household aluminum products, 
synthetic fibers, textiles, cameras, bicycles, paper products, tape 
recorders and beer. In a surprising turnaround, after having grown 
100-200 percent in 1985, consumer durables production growth declined 
in 1986. Growth for washing machines and color televisions was 
almost flat. Only refrigerators, up 54.8 percent, had strong 1986 


growth. Shoppers still faced consumer goods shortages and product 
quality problems in 1986. 


2/ China revised data bases and statistical methodology in 1986 as 
part of a gradual conversion to GNP accounting. Industry data now 
combine rural and nonrural operations and are not directly 
comparable to published prior year data. 





Planned 1987 Industrial Growth and First Quarter Performance 

The 1987 economic plan targets 7 percent growth for GVTIO and 

7.5 percent each for heavy and light industry. First quarter GVIO 
(220.7 billion yuan) grew a brisk 14.1 percent, but less than fourth 
quarter 19860 growth. Heavy and light industrial growth were 
balanced. Heavy industrial output (111.2 billion yuan) rose 

13.3 percent. Industrial inputs and construction materials averaged 
5-10 percent growth, close to 1986 levels. Motor vehicles crept 

up. Machine tools continued to decline. Light industrial output 
(115.4 billion yuan) rose 14.9 percent. Output of high demand 
consumer goods grew 20-40 percent, well above first quarter 1986 
growth rates. Sharply reversing 1986 performances, most big-ticket 
durables had strong first quarter gains: refrigerators rose 


92 percent, color televisions 47 percent, and washing machines 
23 percent. 


The pocrey Sector: 1986 Growth and 1987 Growth and Development Plans 
otal 1 energy production was about million metric tons 
standard coal equivalent (MTCE), up 2.9 percent. Raw coal output 
(894 million MT) rose 2.5 percent. Total electric power generation 
(445 billion KWH) grew 8.6 percent. Of this, hydroelectric power 
generation (93.2 billion KWH) rose less than 1 percent. Crude oil 
output (130 million MT) grew 4.6 percent. Total energy savings were 
30 million MTCE, up 4 percent over China's 1985 conservation rate. 


Despite production increases and official attention, energy was an 
economic bottleneck in 1986. Energy transport and distribution were 
still inefficient. China remains a profligate energy waster. 
Estimates of 1986 power shortfalls exceed 15 billion kilowatt hours 
(KWH), better than the 50 billion KWH mark in 1984 and 1985, but 
still a serious problem. Power rationing was still common in 1986, 
but slightly improved energy conservation, slower industrial growth 
and a reduction in enterprise energy stockpiles softened energy 
shortages to some extent. China's partial respite from perennial 
power problems was only temporary, however. Shortfalls are expected 
to grow as the economy picks up. 


China stresses coal production and relies heavily on coal-fired 
electric power generation. Coal supplied about 70 percent of total 
1986 energy needs. Weak world oil prices affected China's oil 
exploration and export policies in 1986: China cut exploration and 
development budgets 13 percent and reversed a recent pattern of 
annual oil export increases. China held 1986 oil exports near 1985 
levels, earning an estimated $3 billion less over the year. China 
will likely maintain oil export volume at 1985-1986 levels until 
world oil prices rise, but industry plans remain vague, despite 
recent finds and production gains. China wants foreign investment 
in oil exploration and development, but is reluctant to open its 
promising Northwest to foreign interests. Nuclear energy remains a 
relatively low priority because of high development costs, although 
some British and French firms contracted in 1986 to supply China's 
first plant in Daya Bay, Guangdong Province. 


BEST COPY AVAILABLE 





Total first quarter energy output lagged slightly behind industrial 
growth, and energy shortfalls still plague China. Power generation 
(115 billion KWH) rose 9.9 percent, oil production (32.6 million MT) 
5.5 percent, and raw coal output (200 million MT) 3.3 percent. 

Total 1987 energy production (895 million MTCE) is targeted to grow 
3.5 percent. Output for electric power is targeted to grow about 

7 percent, raw coal about 3.5 percent, and oil about 4 percent. 


The Transport Sector: 1986 Growth and 1987 Growth and Development 
Plans 


China raised freight and passenger transport efficiency in 1986. 
Total freight volume (1,817.8 billion metric ton/kilometers) (MT/KM) 
grew 9 percent and total passenger volume (458 billion passenger- 
kilometers) 6.8 percent. China relies most heavily on its 
overburdened railways for inland freight transport. Rail freight 
volume (876 billion MT/KM) grew 7.8 percent, waterborne freight 

(842 billion MT/KM) 11 percent and road freight 7.1 percent. 
Passenger volume rose 7.1 percent for rail and 6.3 percent for road 
transport, but dipped 2.3 percent for water transport. State inland 
and ocean shipping industries together moved 206.7 million MT of 
freight (up 11.7 percent). Major ports handled 380 million MT of 
freight in 1986 (up 12.7 percent). Port clogging lessened as berths 


were added and import growth slowed. Rail moved 1.32 billion MT, up 
3 percent. 


Transport remains a development priority. Plans in 1987 stress 
modernizing rail, road, and water transport systems. Railway 
priorities are double-tracking and electrification; improving 
communications, dispatching and signaling; and further reducing 
short-haul passenger and freight loads. China, with one of the 
least developed road systems of any large nation, is expanding and 
upgrading existing highways, and putting in more paved roads and 
expressways. There is new emphasis on improving inland water 
transport routes, ports and harbors; building ocean vessel berths 
and container facilities; upgrading port traffic control; and 
integrating rail, road and water transport. Total freight volume 
(439.5 billion MT/KM) grew 6.9 percent in the first quarter. 
Total passenger volume (122.3 billion passenger-kilometers) rose 
1l percent. Cargo handled in major seaports (90 million MT) grew 
8.3 percent. 


The Rural Sector: 1986 Growth and 1987 Growth and Development Plans 
The rural sector responded well to 1986 reforms. China raised fixed 
state purchase prices for grain and other staple foods, but lowered 
amounts purchased under contracts, and expanded agricultural free 
market sales. China encouraged growth in village-run industries and 
industrial subsidization of agriculture. China's 1986 grain harvest 
only partially allayed official concerns voiced in 1985 about the 
need to pay greater attention to grain production polices. 


China's Gross Rural Output (742.9 billion yuan), the combined gross 
value of all agricultural and nonagricultural rural operations, grew 
11.6 percent in 1986. Output for industry, commerce, 





transportation and construction by rural collectives and individuals, 
up 22.3 percent, accounted for 47 percent of total rural sector 
output, compared to 43 percent in 1985. Changing rural output shares 
highlight structural changes that occurred as 1986 economic policy 
shifted more farmers into rural industry, commerce, and services. 


The Gross Value of Agricultural Output (GVAO) (394.7 billion yuan) 
grew 3.5 percent. Agricultural sidelines, including cash crops, 
occupied about 37.6 percent of total GVAO, up from 37 percent in 
1985. Grain production rose 3.2 percent, a moderate recovery from 
the sharp 7 percent decline in 1985. Cotton production had an 
unplanned decline of 14.6 percent in 1986. 


China's 1987 Economic Plan calls for 4 percent growth in agricultural 
output. Policy in 1987 places renewed emphasis on boosting 
production of basic crops, especially grains and cotton. Grain 
production in 1987 (targeted at 400-405 million tons) is still a 

key concern. The State plan calls for more State spending on 
agriculture, State grain purchases at higher prices (along with 
smaller State grain purchase contracts), more industrial 
subsidization of agriculture and assured adequate working capital 

for farmers. The plan also stresses continued restructuring and 
diversification of China's rural economy. 


Price Indices and Urban and Rural Incomes 

China's 1986 Consumer Price Index rose 6 percent, down from 

8.8 percent growth in 1985. Urban prices rose 7 percent and rural 
prices 5 percent. Food costs rose an average 7.7 percent, with 
staples at the low end and fresh meats and vegetables at the high. 
Fuel costs rose 4 percent. Costs of living rose 7 percent for 
government and state enterprise workers. Urban incomes grew faster 
than rural in 1986. (Measures of urban and rural income greatly 
differ.) Rural per capita income nominally grew 6.7 percent, 

3.2 percent in real terms. Urban per capita income nominally rose 
20.9 percent, 13 percent in real terms. Wages for government and 
state enterprise workers averaged 16 percent nominal growth, but 
consumer price rises reduced real wage growth to 8.4 percent. 

Real income for small segments of the urban work force fell 
slightly. Wages grew faster than productivity in 1986. State 
policy calls for growth in real per capita income to be less than 
industrial growth in 1987, but wages appear to have grown faster 
than productivity during January-March 1987. The General Retail 
Price Index rose about 5 percent over the same period. China hopes 
to hold 1987 inflation to about 6 percent. 


Domestic Credit and Finance 

The People's Bank of China (PBOC), the central bank, sets overall 
credit policy and supervises China's specialized banks, including 

the Foreign Exchange Bank, and other non-bank financial institutions. 
The PBOC, which sets interest rates for lending to specialized banks 
and bank and nonbank lending to enterprises, tried to dampen 1986 
credit growth by raising domestic loan interest rates. This policy 
was ineffective: enterprise loan demand continued unabated because 
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many enterprises rely heavily on State subsidies and remain 
insensitive to interest rates. The PBOC then strengthened 
specialized bank credit ceilings and administratively curbed 
enterprise use of credit to finance construction and wage hikes. 


Ceilings now permit banks to increase lending only in proportion 
to increases in deposits. 


Tight credit in early 1986 pinched enterprises already hurt by 
rising input costs and higher wage bills. State enterprise profits 
declined 0.2 percent in 1986, forcing larger State subsidies and 
fueling a growing central government budget deficit. Substantially 
relaxing credit conditions at mid-year relieved some pressure on 
enterprises and the government budget. Rapid credit growth in the 
rest of 1986 stimulated industrial growth, but made China exceed 
monetary growth targets. The broad money supply increased nearly 
30 percent in 1986. Outstanding loans to enterprises and 
individuals increased over 26 percent. 


Domestic Fixed Asset Investment 

Beijing partially reversed past policy failures by bringing 1986 
domestic fixed asset spending under greater control. State capital 
construction investment (plant and equipment, housing and supporting 
infrastructure), a key measure of State control over spending, slowec 
in January-June. Spending again surged in July-December, ending 198¢ 
over plan, despite high-level official attention. Rapid growth in 


out-of-plan collective and individual investment continued. 


Total 1986 fixed asset spending (capital construction and technical 
renovation) was 296.7 billion yuan, up 16.7 percent. State fixed 
asset spending was 193.8 billion yuan, up 15.4 percent. Of this, 
capital construction spending (115.2 billion yuan) grew 7.3 percent, 
compared to 44.6 percent in 1985. Technical renovation spending 
(78.6 billion yuan) rose 29.7 percent, compared to 37.1 percent. 
Fixed asset spending by urban and rural collectives (40.4 billion 
yuan) grew 23.6 percent, down from 37.4 percent. Private investment 
(62.5 billion yuan) grew 16.8 percent. Energy investment (24 billio 
yuan) rose 18.6 percent. China's transportation, communications, 
Taw materials, and energy sectors received over 50 percent of total 
spending, up from 48 percent in 1985. 


Planned 1987 Fixed Domestic Investment and First Quarter Performance 
Tighter 1987 spending policy redirects investment for key projects 
and basic infrastructure by continuing to curb "nonproductive" 
investment, slow credit growth, and slash consumption spending. 

All out-of-plan projects require State approval. Nonproductive 
investment is 50 percent less than in 1986. Total planned 
State-sector fixed asset investment for 1987, up less than 1 percent 
is 195 billion yuan: 114 billion yuan for capital construction, 

60 billion yuan for technical renovation and equipment renewal, and 
21 billion yuan for other capital assets investment. Budgeted 
capital construction funds rose 26 percent for energy, 27.5 percent 
for raw and semifinished materials, and 6.7 percent for transport. 
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Spending for these sectors exceeds 53 percent of total 1987 capital 
construction spending, up from about 51 percent in 1986. 


Capital investment surged in January-March 1987. The forced 
relaxation of 1986 credit and investment curbs fueled 1987 investment 
growth. Total first quarter State spending (17 billion yuan) rose 
26.2 percent. Fixed asset and equipment spending (11.7 billion yuan) 
rose 24.4 percent. Nonproductive spending (3.54 billion yuan) grew 

9 percent, despite a 0.9 percent drop in housing investment. State 
technical renovation investment (5.4 billion yuan) grew 30 percent. 


Budget 

China, by its own accounting, had a 7.1 billion yuan budget deficit 
in 1986. According to Western accounting practices that exclude 
borrowing from revenue, China had a 16.7 billion yuan deficit, about 
1.7 percent of estimated 1986 GNP. The deficit came primarily from 
planned enterprise tax reductions and overplan wage and investment 
expenditures. Despite calls for tighter spending, China is 
contemplating new tax reductions and food subsidy increases, which 
will swell the 1987 budget deficit to over 20 billion yuan. 
Increases will be financed primarily by foreign and domestic 
borrowing and through recentralization of province-held revenues. 


Financial Reform 

China is incrementally replacing rigid centralized credit allocation 
with more reliance on market forces and indirect economic controls. 
Specialized banks, investment, and trust corporations and some 
independent financial institutions are now allowed to issue foreign 
exchange guarantees. Specialized banks began foreign exchange 
lending; the BOC began domestic currency lending. Now, credit 
cooperatives serve urban collective and private businesses. The 
State Council regained central control over external debt by 
requiring State Exchange Control Administration approval for all 
foreign borrowing, including bond issues. 


Reform continues in 1987 as China slowly expands services for some 
independent financial institutions. Roles for interbank funds 
markets and discounted bills of exchange will likely be expanded. 
Bank loans and bond issues are gradually replacing budget 
allocations for financing in-plan investment projects. Stocks 

and bond reforms, casualties of ongoing ideological debates, and 
concern over inflated investment demand are moving slowly and 
subject to rigid controls. 


1986 China Trade, U.S. Shares, and China's Balance of Payments 
Chinese customs data report China's 1986 worldwide merchandise 
trade at $73.9 billion, up 5S percent over 1985. Total imports, 
$42.9 billion, grew only 1.2 percent, reflecting China's success 

in controlling a current account deficit that grew rapidly in 
1984-1985. Total exports, $31 billion, grew an impressive 

13.1 percent. The 1986 trade deficit was $11.9 billion, compared 
to $15.2 billion in 1985. Japan, with 22.7 percent of total trade, 
was China's largest trading partner in 1986. Hong Kong/Macao was 
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next with 21.2 percent. The United States, China's third largest 
trade partner, had 9.9 percent of total trade. The United States 
took 8.5 percent of China's exports and supplied 10.9 percent of 
its imports. These official Chinese data contradict comparable 


entries in the Key Economic Indicators Table that are based on U.S. 
figures. 


U.S. data again ranks China as the 16th largest U.S. trade partner 
in 1986. China took 1.4 percent of U.S. exports, down from 

1.8 percent in 1985, and shipped 1.4 percent of U.S. imports, up 
from 1.2 percent. Total 1986 bilateral trade was a record 

$8.35 billion, up 3.3 percent over 1985. U.S. exports to China 
fell 19 percent to $3.11 billion. Imports from China rose 24 
percent to $5.24 billion. China's trade data, which excludes Hong 
Kong transshipments, paint a different picture, with U.S. exports 
to China, $4.69 billion, down 7 percent, and imports from China, 
$2.62 billion, up 14 percent. U.S. data show that the United States 
suffered a bilateral trade deficit of $2.13 billion in 1986, u 

490 percent over 1985. At the same time, China claims that it had 
a bilateral deficit of $2.07 billion, down 25 percent. 


China's restrictive foreign exchange regulations hurt U.S. sales and 
reduced U.S. market shares, as did increasingly stiff EEC and 
Japanese competition. China claims that U.S. Government restriction: 
on technology sales force it to purchase more EEC and Japanese 
products. The United States lost market shares in 1986, but 
misleading trade data exaggerate the actual situation. China's U.S. 


dollar denominated trade data show U.S. and Japanese sales to China 
down significantly and EEC exports up 81 percent. However, 
phenomenal EEC growth is due more to data distorted by the devalued 
U.S. dollar than to a trade shift at U.S. and Japanese expense. 
Thus, 1986 West German-China trade, up 44 percent according to 
Chinese data, grew only 6 percent if denominated in Deutsche marks. 


China's $11.9 billion merchandise trade deficit was offset in 1986 
by increased earnings from invisibles (tourism, unrequited 
transfers, labor exports, etc.), foreign investment and borrowing, 
and a decline in foreign exchange reserves. Reserves (excluding 
gold) were $10.5 billion at year's end, down 12 percent from 1985. 
Outstanding aggregate external debt was about $27.6 billion at the 
end of 1986, up 39 percent. Reliance on foreign borrowing will 
continue in 1987, as long as funded projects can repay loans. 
Import growth was essentially flat in 1986. China intends to keep 
1987 import growth at or below 1986 levels by emphasizing 
development needs and minimizing consumer imports. 


China relies on export growth to relieve foreign exchange 
shortages. Strong first quarter 1987 export performance pushed 
reserves to $10.8 billion, up 3 percent. China's total first 
quarter trade was $15.6 billion, up 7.6 percent. Exports were 
$7.28 billion, up 27 percent, and imports $8.32 billion, down 
5.1 percent. U.S. data put U.S.-China first-quarter trade at 
$2.62 billion, up 16 percent. U.S. exports to China were 





$900 million, down 2 percent, and imports from China $1.72 billion, 
up 28 percent. The U.S. first-quarter deficit with China was 
$820 million, almost double the 1986 figure of $420 million. 


IMPLICATIONS FOR THE UNITED STATES 


Best Prospects 
Principal U.S. exports to China in 1986 were scientific and control 


instruments, with 8 percent of sales. Commercial aircraft, plastics 
and resins, synthetic rubber, computers, and timber each had 

6 percent of sales. Telecommunications equipment, chemicals, and 
machinery, as a group, were 18 percent of U.S. exports to China, up 
37 percent over 1985 levels. U.S. computer sales to China grew 

23 percent in 1986. Timber sales dropped 45 percent. Agricultural 
sales to China (excluding timber) now provide only about 2 percent 

of U.S. exports to China. China has renewed purchases of U.S. wheat 
and corn in 1987, and there are some prospects for additional sales. 
Rail equipment sales were 5 percent of U.S. sales to China, up a 
dramatic 127 percent in 1986, but are unlikely to sustain such annual 
increases. Principal Chinese exports to the United States were crude 
and refined oil products, textiles and apparel - as a group, 

59 percent of U.S. imports from China in 1986. Textiles and 

apparel, 34 percent of 1985 sales to the United States, were 

46 percent in 1986. Other important Chinese exports were toys 

(8 percent), footwear (2 percent), and art (2 percent). 


China is attracted by the price, quality and performance of U.S. 
equipment and technology, but U.S. vendors are disadvantaged when 
competing against foreign firms that offer concessionary financing. 
The U.S. Government offers direct assistance to U.S. firms through 
the U.S. Export-Import Bank, which provides favorable financing for 
U.S. exports. In addition, the U.S. Trade and Development Program 
funds feasibility studies which give U.S. firms entry to Chinese 
projects. U.S. vendors have good prospects for World Bank and 
Chinese-financed major projects if they obtain timely project 
details and bid actively. 


Best U.S. prospects are in the priority areas of telecommunications, 
energy, transportation, and related equipment. Energy sector needs 
include: onshore and offshore oil and gas exploration and development 
equipment and technology; coal extraction, washing, slurry, and 
transport equipment; remote-sensing, data processing, safety, and 
monitoring systems for mining; and equipment for thermal power plant 
construction, power generation, and transmission. Transport needs 
include aircraft and air navigation systems; locomotives, rolling 
stock, and railway signalling and dispatching equipment; and 
railway, road and bridge building equipment. Telecommunications 
needs focus on telephone switching and satellite transmission 
Systems. Other good prospects are electronic analysis instruments, 
control devices, and signal generators. In the computer field, 
China seeks mainframes, peripherals, software, semiconductors, 
integrated and printed circuits, switches and relays, and other 
high-technology components. 
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Trade Related Problems 


China criticizes U.S. textile import limits and claims that U.S. 
antidumping and some other trade legislation reduce China's export 
earnings. China is also dissatisfied with U.S. export controls that 


limit access to high technology, despite substantial liberalization 
of controls over the past 4 years. 


Disagreement over trade data is another sticky point. As pointed 
out above, Chinese and U.S. trade data diverge widely in defining 
the trade balance. The United States repeatedly expresses concern 
about China's nontariff import barriers, an issue to be addressed as 
China prepares to participate in the GATT. 


China's Business and Investment Climate 

Actual 1986 investment inflows totaled $2.2 billion, up 15.5 percent 
over 1985, but new approvals declined nearly 50 percent to 

$3.3 billion, suggesting investor dissatisfaction with China's 
investment climate. China claimed $19.1 billion in aggregate 
approvals by December 1986, with $6.6 billion in place. 


Foreign firms complain about the difficulties and high cost of doing 
business in China: lengthy negotiations, murky regulations, complex 
bureaucratic procedures, difficulties in obtaining foreign exchange, 
and lack of control over local personnel. All contracts require 
approval by government organizations that do not necessarily 
participate in negotiations and which may rule on the basis of 
regulations not available to the investor. Once approved, a project 


may face operating problems due to tight foreign exchange controls. 


China is responding to complaints. It formed a supra-ministerial 
ombudsman group to address joint venture-related issues and problems 
in March 1986. In October, it issued 22 provisions encouraging 
foreign investment, especially in export-oriented and advanced 
technology sectors. Office and living space suitable for foreign 
firms and employees is increasingly available. Approval processes 
have been shortened in some cases. Joint ventures are being allowed 
more control over local employees, in some cases being able to set 
incentive wage scales and directly control work forces. Many issues 
remain, but U.S. companies with products or technologies in priority 


areas and a long-term strategy for entering the China market have a 
good chance for success. 


U.S. Investment in China 
U.S. firms in China have licensing, technology transfer, equity 


joint ventures and co-production agreements. Chinese Government 
estimates show 272 U.S.-China joint ventures in China, totaling 
$1.7 billion in pledged American investment. U.S. offshore oil 
development has pledged another $1 billion. The United States is 
China's second largest investment partner after Hong Kong and 
Macao. The United States and China continue negotiations on a 
bilateral investment treaty which would codify U.S. investor 
rights. A U.S.-China Bilateral Tax Treaty eliminating double 
taxation went into effect this year. 





Trade Promotion 

There are U.S. commercial representatives at the Embassy in Beijing 
(Tel: 52-3831; Telex: 22701) and the Consulates General in Shanghai 
(Tel: 379800; Telex: 33383), Guangzhou (Tel: 69900; Telex: 44439), 
Shenyang (Tel: 290038; Telex: 80011) and Chengdu (Tel: 24481; 
Telex: 60128). Agricultural officers are located at the Embassy 


and in Guangzhou. 
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